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1. We have reports. that the PRC is secking to. divert some 
US corm to North. Vietnam. On June 20. the Chinese chartering 
agency (ZHONGZU) requested. the Swiss owmers of a ship which had - 
previously visited a Chinese port with a cargo of 26,500. tons of 
US com to send it to Haiphong to discharge "the balance" of the 
cargo. Apparently, however, the owners denied the request be- 
cause the vessel is now scheduled to discharge at the North China 
port of Chinhuangtao in mid July. On June 24, a second ship with 
a cargo of 23,000 tons of US com received a request from ZHONGZU 
to discharge the cargo in Haiphong. In this case, the owers 
agreed, and this second ship is now scheduled to pick up 
navigational charts in the southern Chinese port of Huangpu 
in mid July before preceeding to Haiphong. In addition, an 
intercepted NVN message indicated that a third ship with about 
26,000 tons of US com "for transshipment to North Vietnam" 
would arrive at Huangpu on June 28; the ship arrived there 
July 1. However, we do not yet have confirmation that any US © 
grain has actually reached North Vietnam. 


2. This is the first information we have had on possible PRC 
diversion of US grain to North Vietnam. The PRC is undoubtedly 


oe aware O£ the US embargo on direct trade with North Vietnam, but we 


do not know if the Chinese know that our regulations also cover 
such diversions. We have no record that the USG has discussed 
this general subject with the PRC. 
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3. Because of the camplete US embargo on trade with North Vietnam, - 


such diversions by the PRC are contrary to USG regulations. However, 
there is nothing in our laws and regulations which make it mandatory 
for the USG to take action in a case like this. Our regulations 
are concemed primarily with a situation in which a US exporter or 
a foreign canpany knowingly engages in a transaction where the goods 
end up in a country against which the US maintains an embargo. Given 
the difficulties of prosecuting violations, enforcement is more likely 
in.cases that involve goods of strategic significance, subject to 
individual licensing uo: which is not true in the case of com 
shipments. aon 
4, The question is whether we should mies the aekbee with. the 
Chinese in a non~accusatory manner. If we do, we could make the 
following points: 


. ~-We have heard that the PRC may be sending some grain chased 
from the US to. North Vietnan. 


-—-You may be aware that there is still a US exbaxgo on trade 
with North Vietnam, but you may not know that our laws and 
regulations also cover diverting US goods to. North Vietnan. 


-~In other words, US laws and regulations prohibit the export . 
of US goods to any country if it is knom that the. goods may ” 
ultimately be sent to North Vietnam. 


—-We are raising this matter with: you now because we. believe 
that such diversions of US grain could very likely became ~ 
public knowledge and could create’ problems which would 
impair trade relations between the US and PRC. 


5. Even if raised in these nm-accusatory tems, our approach 
is most likely to provoke a harsh response from Peking, and probably - 
will not induce them to. stop the shipments.’ In that case, we would 
either have to back down and tacitly acquiesce in the shipments— 
which is undesirable—or tighten our export controls (for example, . . 
by requiring the Chinese to provide end-use statements or even 
cutting off grain exports. to the PRC, which in 1973 totaled 
410 million dollars or 60% of our exports to. PRC). Such action 
would provoke an even stronger PRC reaction. At best, the Chinese 
might not reply to our original demarche, leaving us to decide ¢ 
what to do about these diversions. (Even if they were to stop the’ .. 
diversio, total PRC grain deliveries to North Vietnam probably 
would not be reduced, as the Chinese could ship their own grain or 
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grain from other countries.) An. additional concern is that a 
complaint to Peking at this particular time might play into the 
hands of those domestic elements in the PRC who want to weaken the 
position of those leaders who favor improving US-PRC relations. 


6. Another factor is that the PRC, because of dissatisfaction 
with the quality of US cor shipments, may have decided to purchase 
no more US corn and to ask the grain companies to fulfill their 
contracts with corn from other countries. If so, the problem of ; 
corn ‘diversions may solve itself, eee the PRC could still divert -- 
US wheat. 


7. On the other hand, these diversions might well became public 
knowledge and become part of the general debate on the Hill regarding 
East-West trade. We would be vulnerable to criticism if we had not — 
raised the issue with the Chinese, although our wilnerability could 
be removed only if we could demonstrate that we either obtained PRC _ 
cooperation or were taking unilateral steps to prevent such diversions. . 

The public controversy could impair our trade relations with the PRC. 2 
Also, PRC shipment of US grain to North Vietnam is something of a. ve 
provocation, and remaining silent might result in more serious 

challenges which could impair US-PRC relations. 


8. On balance--and the balance is tipped only slightly-- 
we recommend that we take no action at the present time and that . 
we continue to follow the matter to determine if these reports 
are confirmed and whether there are further significant diversions. 
Dick Solomon concurs. Messrs. Kennedy, Smyser and Stearman of the 
NSC Staf£ favor approaching the Chinese. They are concerned about 
the domestic consequences when this leaks, particularly i1£ it emerges ... 
' that we knew of Chinese plans and did nothing about them. ‘They are 
sensitive to the general pressures on detente that might be exacerbated 
by this revelation and also to the linkage that might be made between | 
this "indirect aid to North Vietnam" and such emotional issues as the 
price of grain and our POW's/MIA's. 


Recommendations : 


That we do not approach the Chinese now, and that we 
continue to monitor the situation closely. 


Approve 





i 4 a 
Disapprove Wf oe 
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-—-If you decide that we should approach the Chinese now, 
that EA/PRCM make the representation toa Counselor of ¢ 
the PRC Tdaison Office. 

yr 
Approve Ly rh 


Other. 
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PRC Diversion of US grain to North Vietnam 


Cleared: EA-Mr. Hunmel (draft) - 
S/P - Mr, Lord w 
NSC ~ Messrs. Stearman and Solomon (draft) - 
EB/EWE - Mr. Wright (subs.) 
INR/REA ~ Mr. Bromye% 
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